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1, Employer 1 a e n t i f  i c a t i o n   umber : ******  **** 

\\. II Key District: ********  
I! '; . . .  ,. ! .. I. 

 ear X jpli;cant: 4 1, 

, b. 
'\\ 
Y wl: .hsve considered your - app l i ca t i on  f o r  recogpiti.09 of  
-. exeapql[dn, from fede ra l  income taw a s  an b ~ g a n i z a t i o n  descr ibed  i n  /! . . . . .  

sectiolj!. 501(c)(9) of t h e .  fntcrnal--~evenue".code. For t h e  reasons 
. state:d 1 below, w e  conclude t h a t  you do n ~ i , ~  kua l i fy  f o r  t a x  
exeSG,t)ion.under t h i s  . , sect ion.  Your pro tqs t  r i g h t s  a r e  a l s o  
expla$$ed!. below. ( 

. ., . . 

**  u were formed pursuant  t o  a Trust..Agreement datqd,.*******  
.. \>. ** ** . , ~ r t i c l e  I s t a t e s  t h a t  you were established,,ko provide y.: 

.; eligib{& ?en,?loyees with group d e n t a l  bene f i t s  .and t h a t s  d e n t a l  \: .. 

, .care cdr is is ta  .of pre??entive,-  d i agnos t i c ,  bas ic ,  major .and , ,  

-orthod4n;t..ic services. . 'as ' required td: maintain or:. r ~ s t o r e  . t he  
covered' $ersons den ta l  hea l th .  

1 1...1:. . < ~ . . . .  . .(i . .,. . .., '.- 3 ;;:! -. . . . .  
~hkbers  have  a .free~: 'choice of  d e n t i s t s .  Den t i s t s  are no t  

so l i ' c i t t td  nor contracted; '-  :The t r u s t e e  pays , f o r  d e n t a l  s e r v i c e s  
on a feq f o r  s e rv i ce  bas i s .  

, . 

U ,  . 
Article IV s t a t e s  tdat each employer s h a l l ,  p u n u a n t  t o  <he 

p lan .  -es f<bl i sh  and  d i r e s t  a far iding .poli,cy and wftih. r e s p e c t  t o .  
each planv.year, s h a l l  c o n t r i b u t e  t o :  t h e  . t r u s t  such.:amounts a s  a r e  

:- .estimated : to  be s u f f i c i e n t .  t o  -fund t h e  benefit.$_. prjvitled, -, 

,*. . . 
I n  re&onse to 6 l e t t e r  :dated ********  *****. you s t a t e  t h a t  

. t h e  ..payments f o r  t h e  self-funded b e n e f i t s  a r e  -based-upon- the. ,  . 
rates charged the . , i n su rance . ca r r i e r s  proving t h e - b e n e f i t s .  
Future  r a t e s  will+.be based uponethe c o s t  of! pa id  h e n k f i t s ' f o r  I 

-each-employer  no t  t o  exceed **% o f - c o n t r i b u t i o n s  p l u s  **% f o r  1 
reserves,and **% for adminis t ra t ion  expenses. A l l  fu l l - t ime  . 

. - , - employees a r e   l igi$$e t o  p a r t i c i p a t e  i n  t h e  t r u o t .  . 
i;! 
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*************************************************************** 
************* ,. .I,' . I ,, 

Your members are employess of the following businesses: 
********* *********************************************

* ************************ ************************************
*******************************************************

*******************************************************************
. .  +******** **********************************************************  

'5  - *********************** *************************** * * * *  ***********

In a letter dated,*************9,,you s-tate that you were 
established as a self-funded entity under ERISA, in 1986 to 
provide benefits at lower costs'to the participaking members than 
would be availeblel~as a fully insured plan. Groups of employees 
are solicited by indepslideiit agents and brokers. 

************. is *************************cer of ******* 
*****************. ' **************************,' is a*******r 
******************zed under the laws of the State of *******, on 
************************************ benefitsto individuals snd 
groups. **************************Gis the employer plan 1,. 

.. sponsor forathe purpose of performing all underwriting, 
marketing, issue\and billing functions for the trust. The<: 
adopting employei is the plan administrator for the purpose of 
reporting employee eligibility, terminations*********** , 
continuations: You state in a letter dated.****************** 
that you amended your trust document,to replace the original 
trus%ee-by appointing additional trustees. However;-your::trust ' 

documenti.does nct provide for a niini?um number oC tr~isteei:':..nor 
did you,.submit a list of the names of yourcnew trustees. 
' ', . . \: 

'; .: . :'&tion 501 (c) (9) of the Code dkcribes. a'.'ypldctary 
employees 8 benef Lciary association ( "VEBA" ) providing. for the 
..payment of life, sjck, accident., or other benefits to':,its members 

,"..orr,their,:dependents or designated beneficiaries, and :in, which no 
;,:-.part::of,ito net earnings inures (other than through such. .: 

,,..-:p-a,yments) to the benefit of any private shareholder or :.:** 
' i ~-?-in'dividual. I 

. . 

In order to qualify for exemption under section SOl(c)(9) as 
a VEn?. an organization must satisfy four requiremb~ts: ,(I) the 
0ry;tiii.. : i on must be an employeest aesociation; (2) ,membership in 
the organization must be voluntary; (3) the oryanization must 
provide life, sick, accident or other benefits; .and (d) no part 

, of t h e  net earnings may inure to the benefit of any individual, 
other  than through tne payment of benefits. 

- > 
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The only provis ion with wllich w e  a r e  concerned is t h e  
requirement t h a t  t h e  organiza t ion  -be an employees1 a s s o c i a t i o n  a s  
t3i .s t e rm  is  def ined i n  t h e  Income Tax Regulations.  Sec t ion-  !. 501 (c) (91 -2 ( a )  (1) provides t h a t  t h e  membership of a VEBA must 
c o n s i s t  ot 'employees whose e l i g i b i l i t y  f o r  membership is 
determinud by objec t ive  s tandards  which evidence an employment- 
r e l a t e d  common bond among t h e  employees. Typica l ly ,  t h e  
epployment-related common bond test is s a t i s f i e d  where a  VEBA 
c6ns.ists of employees of a  c9mmon employer ( o r  a f f i l i a t e d  

, .i eql=g;.oyers), employees covered under one o r  more c o l l e c t i v e  
. . .  , barga in ing  agreements, o r  employees who a r e  members of a,.common . ., , 

. l a b o r  union CIT members of one o r  more l o c a l s  of a  n a t i o n a l  o r  
..) .I '/ 

\!,I, i n t e rna t -ona l  l abor  union. Addi t iona l ly ,  t h e  r e g u l a t i o n s  
.'. j provide t h a t  "employees of one o r  more employers engaged i n  t h e  
'\ . 

\ 
:isame l i n e  of business  i n  t h e  s.ame,geographic l o c a l e  w i l l  be  

y ,  ' !d~onsidered t o  sha re  an employment-related common bond f o r  
.i . 

'. L , .; phrposes of an organizat ion through which t h e i r  employers provide 
.. ' b e n e f i t s  ." 

.. 
,,f 

' \ . Y O U  a s s e r t  t h a t  t h e  same l i n e  of business  requirement is m e t  , 
,'" i n  t h i s  dase because lycu' a r e  governed by ERISA and your '' 
' ' c o n t r i b u t i n g  emplcyers a r e  i n  t h e  same linG!of bus iness  i n  t h e  

same gepgraph'ical loca le .  -,. . . 
\ .  5. ', . 

; ~he"t,!~same l i q p  of buginess i n  t h e  same geograph,ic lo=ale1l ., 
language was retai ,hed i n . . t h e  . f i n a l  sec t ion '  501 (c) (9) :  r e g u l a t i o n s  
t o  ensure  $hat an employment-related common bond e x i s t s  among 
members of a;,,VEAA. The . employment,-related common bond tes t  t h u s  .. 
s e r v e s  t o  prevent  t h e ~ . ~ s e ' ~ ~ o f  vEBAs4.b~ .grcups of un re l a t ed  
employees merely t o  achieve insurance  c o s t  savings.  . . . ,. 

I n  E a t i o n & . # u f f l e z ~ e % l e r s  Associat ion,  I ~ c .  'b. United_ -. -"' ,, " 

S t a t e s ,  4 4 0  U .  S. \,472 (1979) , t h e  Supreme1. Court i n t e r p r e t e d  t h e  ., 
term tb l i ne%,o f  businessb1 t o  mean " e i t h e r  an e n t i r e  i n d u s t r y  . ..' . 
o r  a l l .  components Lf an i ndus t ry  wi th in  a geographic .area:I1' The , 

t e n  l l industryl l  was~.previously def ined  by the..Court,.in United I] 

S t a t e s  v. Continental can Co., 378 U.S. 441, 444 n.2 (1969) .  
The Court s t a t s d  that'\employers whose major economic a c t i v i t y  , 
c o n s i s t s  of t he -p roduc t ion  o r  d i s t r i b u t i s n  of pr,ciducts o r  t h e  

'p rovis ion  of s e rv i ce s  having markedly s i m i l a r  c ~ ; a r a c t e k i s t i c s ,  
who employ s i m i l a r  production and m a r k e t i n g ~ a d Z l i t i e s ,  and who .. 

* , ,compete i n  t h e  same markets may be considerbd/j'to be  i n  t h e  same 
I?.. . indus t ry .  , :,*$ , 
; .. : 

,; 
n - .  i. j - /:c2..-. .: 

, ,f . * 
.Under t h e  d e f i n i t i o n  di(scussed a b ~ v , ~ ; ' ~ o u r  employees do' n o t  .- , 

have,*--employment-related c6m11on bond. .:(,Although you group  *your 
c o n t r i b u t i n g  employers a s  tranpportation/comniunicatibns :I.. . - ,:  " 
bus inesses  they a r e  not  c l a s s i f i e d  a s  within t h e  "same l ineu  of 

, bd.iii&hsu because they do not  u se  s i m i l a r  production o r  marketing t. 

1 , j: :,: I ', 
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facilities, do not produce products or provide ~ervice~i'having 
markedly similar characteristics and do not compete ifhe sane 
markets. The employees of employers in these businesses 
.,therefore do not satisfy the employment-related comrp/:n bond 
requirement of 'section 1.501 (c) (9) -2 (a )  (1) of the r/,.(gulat.ions. 4 

FurL5esmore, it appears that the only reason3that you wish 
t,o qualify for exemption from federal $..ncome tax under section 
5'01(c) (9) is Go achieve insurance cos~~,savings which the . '' 
,$employment-related common bond test ~ i d k  created to prevent. 

4' Y 
2 .  /. 

In additiiin, even if you are ili the &me line of business, 
you have not demonstrated that eacg employer that contributes to / the trust has a membership which ,& composed of at least 9.0% 
employees and. that y6u have not yiolated the lidited membership 
prohibition. ) 

k 
Accordingly, we hold tha~,"~ou do not qua1 if y for exemlj'tion 

from federal..income tax as described in section. 
501(c) (9) of the Code. file federal incooe 
tax returlils on .Form! 1041. ,$' .i , 

,? ' 

,q : '  ,<' 
L; .>.' 

.( . You have a =ight to pkotest .this ruling if you. believe it is 

***************
*****************. ,, , 

These, symbols do "not refer rather to its 
location. .n 

,7 , 

You also ha& a riqht/%o a ~onfer~encr in this off ice after 
your protest is /5ubmittedj;/ If you desire a .~onference, you must 

-:request' it whenyou fileyour protest statemdtt. If you are to 
be represented~by someo96 who is not onk of yourbprincipal 
-officers , ..that' person will need to f i1.e a proper,,power of' 

- attorn'y .and;'othemrisefqualify under our Conference and Prac,tice 
I' Requirements.. . . ' 4 k, . ,. 

. , , ,y, . ,? , 'A.  
. . 
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" ;I Attn:  Eo :Group .- 
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